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Adelphia Communications (ADLAC, $10, Overweight, Industry View:
Attractive, $25 Target)

On March 27 Adelphia disclosed the existence ofS2.284
billion of debt drawn down at the Rigas family holding
company, Highland, that was also cross-collateralized by
Adelphia assets. None ofthe historical balance sheets re
ported contingent liabilities for this debt. As discussed be
low. the disclosure in the 2000 10K debt footnote was, in
OUT opinion, less than clear.

The question becomes, Does disappointment with the level- ,
of financial disclosure warrantthe sale of the stock regard
less ofprice? We believe that Adelphia, as constituted to
day, would be worth S25 per share currently and perhaps as
much as S30 at the end of 2002 ifthe capital structure was
not as highly leveraged. However" ifthe Highland debt and
cable systems were collapsed into Adelphia, the ratio of
total debt to concurrent EBITDA would be 8.3.

The question becomes, Does disap
pointment with the level offmancial dis
closure warrant·thesale ofthe stock re
gardless ofprice?

If Adelphia and Highland were to be combined, the com
pany would almost certainly need to sell equity to de-lever.
We believe that the maximum sustainable debt level would
be 7.0 times 2003E EBITDA, approximately SI.5-2.0 bil
lion less than our current projection ofS15.5 billion atlhe
end of2003. The SI.5-2.0 billion ofproceeds would be
used to meet 2002 and 2003 debt maturities.

We beheve that the credibility discount on the stock serve~

to reduce our target multiple to under 13.0 times 2003E
EBITDA. This implies a S29-30 price target given our new
2002 ending debt expectation. The potential need for $I.5
2.0 billion in equity justifies an additional J5-20"10 discount
on the year-end 2002 fair market value per share, in OUT

view. Thus, we believe that a reasonable value for the
shares is S25 in 12 months and S20 today.

While we recognize the unique risks created by the new
financial disclosure, we are not changing our rating from
Overweight. However, we are reducing OUT price target to
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S25. Tbeimpaet of a SI.5-2.0 billion sale ofequity would
erode OUf.<:stimate of intrinsic value by $2-3 per share in
the best case. We have assumed a larger discount as the
market's ability to absorb the shares could create sustained
trading weakness.

While we recognize the unique risks cre
a:eiflUr'tfie--ii-a~'-1Os_'weeeL _.maL.!l!... _.. ,-.L ".
areD()t changing our rating frornOver

-Weight. "lIowever, we 'are reducingour
price target to $25.

From an operational penpeetlve, 4QOI resuhs were in
line with our foreea.. In addition, the 2002 digital and
data subscriber guidance was above our previous estimates.
As a result, we are raising our estimates ofdigital and data
additions for 2002. These increases are offset at the reve
nue and EBITDA line by lower basic subscriber growth.
We are reiterating our 2002 revenue and EBITDA growth
expectations of 12.5-13.0% and 12.5-J3.0%, respectively.

We are lowering our prlee target from S35 to $25 pri
marily to account for two issues.

• First. we believe that the market will assign a manage·
ment-credibility discount, and we apply this to our tar
get multiple by reducing it to 12.8 times 2003E
EBITDA. This compares to the 13.5-14.0 times 2003E
EBITDA target multiple for the other U.S. cable stocks.
We think it is reasonable to expect that the high level of
debt leverage will restrict the funding for the rollout of
new services.

• Second, a large equity overhang exists now that the
available bank lines have been reduced to S2.5 billion,
and there is the risk that Highland will draw down ad
ditional funds. Even with S2.5 billion available, the
company requires external financing ofS1.2 billion in
2003 assuming the S975 million convertible bond is put
to the company. We assigned a 15% IPO discount, in
essence, which further reduced our price target from
$29 to $25.
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Disclosure of $2.3 Billion in Recourse Debt III Highland
In its 4QOl release, Adelphia stated that as of December
2001 the Rigas family investment company, Highland LP,
had drawn down S2.3 billion from credit lines that are guar
anteed by Adelphia. While we were aware that Highland
had the ability to draw down debt on three of its bank lines,
we were not aware of the magnitude of the existing indebt
edness and the use of these bank lines to finance purchases
of Adelphia equity and convertible debt.

We believe that the disclosure of ofT-balanee sheet in
debtedness was not adequate. According to the 2000
10K: ''Certain subsidiaries of Adelphia are co-borrowers
with Managed Entities under facilities for borrowings of up
to S3.75 billion. Each ofthe co-borrowers is liable for all
borrowings under the credit agreement, and may borrow up
to the entire amount of the available credit under the facil·
ity. The lenders have no recourse against Adelphia other
than against Adelphia's interest in such subsidiaries."

In addition, Adelphia did not report, in either the 2000 10K
or the 10Qs in 200 I, a specific contingent liability on its
balance sheet or in its footnotes with respect to debt at
Highland that was material and with recourse back to Adel
phia. We assumed, incorrectly, that this nondisclosure im·
plied that the level of debt at Highland drawn from bank
lines with recourse to Adelphia was immaterial.

Risk of Conflict of Interest and Increased Indebtedness
We believe that the famity's use, of cross-guaranteed bank
lines to finance. among other things., the continued purchase
of ADLAC common stock and convertible instruments may
represent a contlict of interest between the Rigas family and
the ADLAC shareholders. The increased overall leverage at
Adelphia (including the Highland debt) and the reduction in
credit available to fund Adelphia's free cash flow deficit are
both negatives for Adelphia shareholden..

It was not stated whether the S2.3 billion is secured by the
common shares and the convertible debt of Adelphia owned
by Highland. It is also not stated whether tbe funding for
the $400 million 3.25% convertible notes that the Rigas
family purchased on January 21,2002, was included in the
$2.3 billion balance. Finally, it was not stated whether tbe
$2.3 billion is pro forma for the remaining S50 million in
Series E Preferred and SI50 million in Class B shares that
the Rigas family has committed to purchasing by April
2002.
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It was stated that a portion of the debt was usad to fi
nance the _urily purchases by Highlsnd. Therefore, we
are assuming that the S2.3 billion is secured with all ofthe
securities of Adelphia held by Highland.

Under the wont-case assumptions, the pro forma debt
drawn down st Highland could be as high as 52.9 billion.
This would imply that Adelphia really has less than S2.0
billion available on a pro forma basis if the Rigas family
uses the bank lines to finance these additional thRe transac
tions.

Assets III Highland
There are known assets III Highland that in aggregate can
more than offset Ike S2.5 billion in bank debt at the High
land level (S2.3 billion plus another S200 million Rigas

. family pmcllases of£1ass B and Series E Preferred). These
assets include:

• 300,000 cable subscn1>ers with approximately SI.2-1.5
billion in value

• 58 million Class A and B COmmon shares of Adelphia
stock, worth about S950 million.

• S567 million in convertible debt that can be put back to
Adelphia.

There are three borrowing groups under Adelphia that have
Highland as a co-borrower. In essence, each facility has
both Adelphia and Highland assets securing the debt, and
both companies have access to the entire credit line.

Financing Requirements
The consolidated debt at the end of2oo1 was S14.7 billion.
Excluding ABIZ (Adelphia Business Solutions) debt 0£$1.4
bilhon, the debt drops to S13.3 bilhon. The debt was reo
duced to SII.5 billion by the common equity and converti
ble debt and preferred proceeds ofSI.75 billion. The com
pany has a funding gap ofSI.35 billion in 2002, plus S525
million in maturing debt.

The SI.35 billion funding gap, S525 million ofmaturing
debt, and non-cash interest accruals should lead to year-end
2002 debt ofS13.3 billion. The bank availability ofS2.5
billion immediately after the January sale of common and
preferred stock is reduced by the SI.35 million operating
deficit and S525 million of maturing debt. The remaining
availability at the end of 2002 is just over S600 million.
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We believe that in 2003 Adelphia will requin: $300-350
million in additional operating-deficit financing hased on
our assumption ofS] .35 billion in capital spending. There
is anotber $571 of maturing nonconvertible debt in 2003.
This excludes the 5975 million convertible note outstanding
that holders can put back to Adelphia in May 2003. Iflbe
convertible note, which has a $43 conversion price. is put
back to Adelphia, its funding requin:ments n:ach $1.3 bil
lion in 2003. This assumes the full drawdown of its n:.
maining $600 million availability.

We believe there are four key points regarding financing

requirements:

• We assume that the $2.5 billion available will not be
drawn down further by Highland. However, Highltmd
has access to the funds, according the bank agn:ements.

• Adelphia is not in violation of any ofits leverage cove·
nants despite the incn:ased drawdown ofbank debt.
The leverage covenants at the bank lines, which aver
age 5.5 times debt to EBITDA, treat debt outside ofthe
bank loans as equity rather than debt.

• Given the company's existing leverage levels, all addi
tional financing in 2004 and beyond will most likely
need to be equity.

• It is impossible to forecast potential bank drawdowns
by Highland. because it is a private company and does
not publicly file its capital requirements and interest
payments.

Because the lenders view the borrowing groups as isolated.
independent entities. there are no immediate requirements
fOT Hj~hland to reduce its debt. However. we believe tha1
the lower credit availability than we had expected impheb
that the company win require an equity infusion or an asset
sale in the next 12-18 months.

Possible Restructuring and the Effect on ADLAC Stock
We believe that two potential restrueturings are of concern
to investors.

• Plan A: collapsing Highland into Adelphia, including

cancellation of the Rigas equity at Highland but the ad
dition ofthe drawn debt at Highland onto Adelphia's
balance sheet.
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• Plan B: collapsing Highland into Adelphia but liqui·
dating some portion ofthe Rigas equity at tbe Highland
level to bring the leverage to a reasonable level.

• Plan C: collapsing Highland and then selling the com
pany

Plan A: Plan A would incn:ase Adelphia's overall 2002E
debtlEBITDA leverage to 8.3 times and 7.6 times 2OO3E
EBITDA. It would increase the debt by $1.7 billion, add
EBITDA ofSlOO million from the Highland cable subscrib
ers, and add $50 million ofEBITDA from other assets
(principally real estate). The $567 million in convertible
debt would not be incremental, as it is a liability for Adel
_phiaalready.

However, because Plan A includes a net reduction of 58
million shares of stock, the collapse of Adelphia would ac·
tually increase the intriDSic .value ofthe stock from $29 to
$32. ln essence, the higher debt is more than offset by a
reduction in shares outstanding.

We believe that this strategy will not be pursued, for two
reasons. First, 8.3 times leverage would not be accepted by
the equity markets, in our opinion. Second, the Rigas fam
ily would lose control of its shares and Adelphia. Without a
massive funding crisis, which we believe is at least 12-18
months away, we see no incentive for the family to pursue
this strategy.

Plan B: The more probable situation is that the company
collapses Highland and Adelphia, but the Rigases sell their
25 million Class A shares and 300,000 basic subscribers.
We assume approximately $400 million in proceeds from
the equity, $1.2 billion for the subscribers (12 times
EB1TDA). and the sale ofthe $567 million ofconvertible
debt for approxImately $300 million. This implies that the
Rigas family would not give up their voting control of the
company and would retain $300-500 million in debt with
the 32 million B shares as an asset.

The major risk in this strategy is that the Rigas family could
ask for the Highland cable systems to be acquired by Adel
phia for as much as $1.5-1.8 billion. We believe that from

a corporate governance perspective, the family has the abil

ity to sell the systems to Adelphia at a multiple that would
be dilutive to Adelphia shareholders. There is a lack of
internal controls at tbe board level, we believe, leading to
possible conflicts of interest.
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Plan c: We believe that the private market value ofthe
Adelphia cable systems would be at least $4.000 per sub
scriber, or approximately 527 per sbare. including the po
tential acquirer's assumption of52.3 billion debt beyond the
514.7 billion in consolidated debt ar year-end. The risk is
that the company, including its balance·sheet and off
balance-sheet debt, would remain overlevered for any pub
licly traded cable operator.

Chang.a to our ForeCllat
We reitet1lte our 2002 revenue and EBITDA forecast calling
for 12.5-13,0% and 12.0-12.5% growth, respectively. This
is in line with management's guidance of 12-13% revenue
and EBITDA growth in 2002. Adelphia's 2002 guidance of
820,000 digital and 400,000 data adds indicates that the
company is poised to exceed our previous expectations for
new RGU additions in 2002, As a result, we are making the
following adjustments to OUt 2002 opet1lting forecast:

• We are t1Iising OUt 2002 digital additions forecast from
540,000 '0 820,000. This revised forecast implies ad
ditions are down 15·/0 from 2001 adds. Digital video
should contribute 30% of 2002 revenue growth.

• We are raising our 2002 data-additions forecast from
340,000 to 41 0,000. Adelphia expects 90% of its foo.
print '0 be activated for high-speed data service by
2002. We expect weekly additions to climb throughout
the year as the data product is sold into additional mar
ke.s. We expect high-speed data to provide 30% of
2002 revenue growth.

• We are reducing our forecast ofbasic subscriber
growth from 0.8% to 0.5%. We expect the lost basic
revenue to be made up by higher digital and data reve
nue ~owth.

4001 R.aults
Adelphia's 400] results were in line with our expectations.
Cable revenue increased 14.5% in 4001, to 5809 million, in
line with OUT estimate. Core video revenue (including basic,

Broadband Cable Te""'isi." - April 5. 2002

Plea.. see the important diados..... at the end of this report.

premium. and digital video revenue) growth of 15.4% was
partially offset by a decline in PPV revenue and analog set
top convener rental fees. Within the video revenue figure,
weaker-tban-expected basic subscriber growth was offset by
higher-than-expecred digital "dditions. We believe that this
reflects the loss ofbasic subscribers to DBS but the reten
tion ofhigber-EBITDA subscribers through successful mar
keting of Adelphia's digital product.

Digital subseriben reached 1.88 million in the quarter,
approximately 24,000 more than we expected. Data sub
scribers reached 377,510, about 27,000 below OUt forecast.
We attribute the shortfall in data subscribers nUl to a lack in
demand but t1Ither to a more significant impact from the
@Home systems in Los Angeles in 400I. We expect
Adelphia to aggressively roll out its data product in new
markets throughout 2002, and we look for weekly data ad
ditions to increase throughout the year.

Cable EBITDA increased 15.4%, to 5372 million, in line
with our estimate. EBITDA margins increased by 30 basis
points in the quarter, reflecting a 13% decline in marketing
expenses and 2% growth in G&A costs. Programming costs
increased 18% in the quarter, slightly below our estimate.
The growth in programming expenses stems from increased
digital penetration.

We remain encouraged by Adelphia's ability to rollout
its digital and data products while keeping a tight rein
on marketing and G&A costs. Management indicated that
it believes it can keep marketing expenses at the 4001 level
of 3.5% of revenue. Adelphia'5 marketing controls are
partly related to the company's price discounting on its data
product to drive penetration.

Similar to other operators. Adelphia offers new data sub
scribers free installation and three months of data service
for 519.95; aftertbat, the monthly t1Ite increases to $43. We
support this stt1Itegy based on the fact tbat data chum has
been minimal following the three-month discount period.



~

MorganStanley

Broadband Cable Television - AprilS. 2002

Pleeee see the important disclosUfH lit the end of this report.

1~79



"'iI
MorganStan ley

.........
Adelphia Communications
Estimated 2002 Fair Market Value
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Exhibit 83
Adelphia Communication.
Current Trading Multiples

(In Mil/ion Except Per Share Data)

Current Prier Includin. Hi,hland
04103/02 2OO2E 2003E AdjU11mmt5 2002E 2003E
Class A Conunon Stock - Shares OutRandin@ 232.830 233.992 (2S.~ 207.230 208.3921
Adelphia. Stock Price 16. 16.00 16.60

Class B Common Stock - Shares Outstandiftl 32.681 32.844 (32.555) 0.125 0.289
Adelphia - Stock Price 510.00 510.00 10.00 10.00 10.00
To••1Equity Market Capitalization 52,655.1 51,66I.A (S5II.6) 51,073.6 51,D16.8

Plus:

13,905.2,1Debt 13~57.0 2.284.0 15.541.0 16.189.21
Contin@.enl Liability tAW ;00.6 6.6 SM.a S&.6
Convertible Debt 0.0 0.0 (567.4) (567.4) (567.4)
Net Debt 13.757.0 14.405.2 1,716.6 15,473.6 16.121.8

Preferred Stock 1.573.5 1.573.5 0.0 1.573.5 1.573.5
Minority Imcrests 1.192.0 1.192.0 0.0 1.192.0 1,192.0

Less:
Cash J57.4 157.4 0.0 157.4 157.4
Cash from Stock Options 21.7 21.7 0.0 21.7 21.7

Olher Jnvestmnlts

ABIZ 0.0 0.0 0.0 0.0 0.0
UnitedGlobalCom (2.394 mm Share Equivalents) 0.0 0.0 0.0 0.0 0.0
@Home(5.260mmwlnant) 0.0 0.0 0.0 0.0 0.0
International Cable 0.0 0.0 0.0 0.0 0.0
Empire Spans 55.0 55.0 0.0 55.0 55.0
Other In'o'CSlments 100.0 100.0 0.0 100.0 100.0

Total Other ASICIs 155.0 155.0 0.0 155.0 155.0

Net Market Capitalization 5J8,843.5 519,504.9 51,135.0 519,978.5 510.640.0

Concurmtt EBITDA 51,648.0 51,856.4 5150.0 51,798.0 52,006.4
Net Markel Cap. I EBITDA 11.41 10.5x lUx 10.3'"

Next Fiscal Year Est. EBITDA 51,856.4 52,075.7 5169.0 52.025.3 52,244.7
Net Markee Cap. I EBITDA 10.2. 9.4x 9.9x 9.2.

Next Fiscal Year E!;t, EBITA 56R4.1 5826.0 5142.0 5826.1 5967.9
Ne1 Markel Cap. I EBITDA 27.5x 23.6x 24.2x 21.3x

E = Morgon Stonley Res«Irch
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Adelphia Communications
Balance Shaat Fo_

2000 2001 2002£ 2003E 2004E 2005E 2006E
Cash & Marketabje Securilies 5124.6 5157.4 5157.4 5157.4 5157.4 5157.4 5157.4
Accounu Receivable 251.7 309.7 31.1.6 ~~~.1 . 406.0 463.4 525.2
Other Current AsIets 0.0 0.0 0.0 0.0 0.0 0.0 M
TotIl Current Assets 376.3 467.1 469.0 513.5 563.4 620.8 682.6

Prop.• PlInt. " Equip. 7,700.8 10,001.8 11,203.0 11.%6.1 11,485.2 11,697.9 11.699.1
Accumulated I>eJnciatiOll 1,575.9 1,853.5 1,908.1 1,920.1 1,920.9 1,930.6 1,930.7

Net Prop., Plant. & Equip. (Rpl) 6,124.8 8,148.3 9,294.9 9,546.1 9,564.3 9,767.3 9.768.5

Investments in Unconsolidated Investments 247.0 280.9 280.9 280.9 210.9 280.9 280.9
Intan,ibk Assets 14,091.4 14,122.0 14,722.0 14,722.0 14,722.0 14,722.0 14,722.0
Othe< ....... 660.0 660.0 660.0 660.0 660.0 660.0 660.0

TotalAuets $21.499.5 524d78.2 525,426.7 525,722.4 525,790.5 526,051.0 526.113.9

Short-wm Debt SO.O SO.o so.o SO.O SO.o 50.0 50.0
Account Plyable 845.5 1,036.8 863.0 780.7 65l.3 747.9 847.7
O1herCumm Ulbilittes 58.2 51.2 18.2 18.2 51.2 51.2 51.2
Total Current Liabilities 903.7 1,O9l.1 921.3 831.9 713.5 806.2 905.9

Long-term Debt 12.603.04 14.731.7 13,257.0 13.905.2 14,575.1 15,154.7 14,696.5
Minority Interest 616.2 616.2 616.2 616.2 616.2 616.2 616.2

Deferred Taxes 2.074.0 1.962.1 1.728.0 1.532.6 1.383.9 1,300.6 1,318.8
Other Liabilities 1.768.1 610.6 2,341.7 2.355.6 2,363.2 2,371.6 2,380.6

Preferred Equity 1.020.6 1,351.9 1.573.5 1,573.5 1.223.5 723.5 723.5
Common Equity 3.129.6 4.519.8 5,591.2 5.516.6 5,531,3 5,694.2 6,088.5

Total Equity 4,150.3 5,178.7 7,171.8 7,090.2 6,'54.8 6.417.8 6.812.1

TwI Liabilities & Equity 521.499.5 524.278.2 525.426.7 525.722.4 525,790.5 526.051.0 526.J 13.9

E= Morgan SuJnley Res«lrclr Es'itftQ,es
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ElltKit 67
Ad.lphi. CommunicMiona
Rig•• F.mlly Contribution 1l1ll8-T....,

Dollars ill MilJiD",~

CaomIonS_ T...I ImpI;'"
Dosin! Date IlISlNmenl EguiYlIents Value ..... Sha..

1119/200 I Class B Common Shares·· 7,500,000 Sm.6 S20.75

1119/200 I Series E Mandlaory Pfd S1OCk·· 1,993,630 $50.0 S25.08

112112002 3.25% eon_bIe NOleS clue 2021 9,140.1611 S4OO.0 543.76

1012212001 CI.aBCommonSha... 5,819,367 1259.9 544.66

1012212001 6% Conveniblc Notes due 2006 3,016,216 S167.4 SSS.50

112112000 Class B Common Shires 5,901,522 $375.0 S63.54

71312000 Class B Conanon Shires 2,500,000 S145.0 S58.00

1/14/1999 Class BCommon Shares 4,000,000 SI73.0 543.25

818/1998 Class A Common Shares 4,090,315 S125.0 S30.56

IT...I 43.961.1Oll S1.850.9 $42.101

• Includes securities issued 10 Highland LP.. all ;"~s""e"tcompany cotttrolled by ,he Rigaitlamily.
•• Expected 10 close by August 1002.

Source: Morgan Swnley Research Eslimm~

Broadband Cable Television - April 5, 2002

Pl th. important di.cIosu,. et the .nd of this report.



~

MorganStanley

ExtiOit 68

Ad.lphia Communications
Pro Forma Femlly Ownershlp La_

_ # ~ J t _' .~

.&1 t"'Shares-~

CuB CUA T...I

A.of9130101 19.2 25.6 44.81jig
Closin, Date Tranuctionslince 9130101 CIusB CuA T...I

1012212001 Class B Common S.... 5.8
10/2212001 6% Convenible'NDIeS due 2006 "1;1r

II21I2oo23.25%eon-tibIcN_clue2021 9.1
111912001 ClusB Common Shara"· 705
111912001 SericsEMandaulfyPfdStack·· 2.0

27.5

Pro Forma Rips Talai 46.7 25.6 72.3
Pro Fonna TOIII Shares·" 46.7 297.3 344.0
%

1_ ..-~- ...'" 21

•• Expected 10 cion by August 2002.
••• FIIJ~vdiluted including QII co1lwrtible debt OM OONVt!nibJe prdernd equity.

Source: MOTgllll Stanley Research utilffQles
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Exhibit 71

Adelphil Communications
Consolld8ted cable TeI.viaion Opentiona, Quuterly

($ MilliOllS, o.cept pu-sltore dQUl)

2001 2002E
19 29 30 '0 JOE 29£ 39£ 4QE

Ho.es'-ed 9.278,726 9.273,241 9,320.280 9,549.011 9.584.820 9.620,629 9,620.629 9.692.246
%CbaRF 19.2% 18.5% 16.0% 9.... 3.3% 3.7% 3.2% 1..5%

Basic Subsrrlberl 5.723,315 5.672.225 5,693,035 5.810,253 5,820,711 5.823,326 5.825,941 ,5,836.399

%Chlnl' 14.4% 13.0% 9.7% '.7% 1.7% 2.7% 23% 0.4%
Homes Puled ~tion 61.7'/, 61.2'''' "61.1% ..• :iO.B% ·-60.7% 60.5% 60.6% 60,2%

Premium SubKriptiom 2.804,970 2,779.931 2,790,130 2.1C1;nB 2._0 2.161...195 2.867.m 2,950,780
%ChmF 20.1% 18.7% 15.1% 10.... 3.0% 2.9% 2.8% 3.6%

Basic subscriber Pmctr8tion • 9.0% 49.0% 49.0% .9.... 49.9% 49.1% 49.2'" 50.6'-.

Digitlll SIIbKripdoR5 1,247,197 1,503.413 1.682.371 1,879.<144 2,204.G44 2.347,044 2.509.>44 2.698.261
%Chlnge 32B.... .• 339.5% ·>~21.8% ·1117.1% . ....- :~... 49.2%- . 43.-6%

Homes Paacd Penention 13.4% 10.2% 18.1% 19.7% 23.0% 24.4% 26:1% 27.8'.4
Basic sublcriber Penetration 21.8% 26.5% 29.6% 323% 37.9% 40.3% 43.1% 46.2'/0
Premium Subscriber Penetration 44.5% 54.1% 60.3% 66.... 75.9% 82.... 87.5% 91.4%

HSCDS SDbsrrlbtn 196,941 2'U.l8.5 315,104 371.510 47.5.010 .5.59,510 663.510 787,010
'4ChItIF 297.3% 241.8% 200.3% 154.2% 141.2% 130.1% 110.6% 108.5%

Homes PuKd Pc:nettation 2.1% 2.6% 3.4% ..... 5.0% 5.8% 0.9% 8.)%
Butc IUbD'iber Penllnrion 3.4% 4.3% 5.5% 0.5% B.2% 9.6% 11.4% 13.5%

Monthly Rea- Rev. per &uK: Sub. S33.l5 $34.25 $34.18 S34.61 S34.89 $36.15 $36.63 S36.63
% Choat< 1.0% 3.2% 4.1% 3.1% 5.2% 5.5% 7.2e;0 5.8%

Monthly Reg. & Unrep:. Rev. per Basic Sub. $40.27 S41.67 $41.45 $02.05 $41.83 543.65 $44.09 $44.30

"""- 2.5% 3.2% '.6% 3.4% 3.~A. 4.8% 6."% 5.5e;o
Monthly Di@ital Video Rev. per DiJital Sub. $11.33 SII.22 $IUS SIUS $11.25 Sll.2S Sll.50 Sll.50

%Chaoge 22."% 27.2% 44.3% ~.2% .0.1% 0",% 3.1% 3.1%
Monthly HSCDS Rev. per HSCDS Sub. 26.28 27.77 26.78 27.75 29.71 30.23 30.78 32.78

%Chan@e -51.2% -43.0% ·36.2% "'.4% 13.3% 8.8% 14.9% 18.1%

Rq!ulaled Analog Revenues $557.9 $585.1 $582.7 $.593.1 $608.7 5631.3 $640.0 $640.7
%ClIa. 13.3% 17.2% 14.7% B.8% 9.1% 7.9% 9.8% B.O%

Premium and Non-rq:ulated Revenu~ 119.7 126.7 123.9 127.5 121.1 131.1 130.4 135.7
%C_ 23.6% 17.6% 17.8% 10.6% 1.1% 3.5% 5.2% 6.5%

Digital Video Revenlteli 30.5 46.3 53.3 59.6 68.9 76.8 83~ 89.8
% Chinle 401.1% 452.3% 431.5% 146.5% 88.5% 66.... 57.2% 50.8%

HSCDS Revenues 13.6 18.3 22.4 28.8 38.1 46.9 56.5 71.3
%Chan~ 93.6% 107.8% 102.4% 161.4% 179.5% 155.8% 151.B% 141.41%

To..IRevt.... $727.8 S776.4 $782.3 $889.0 $836.8 Sfl86.1 $910.0 5937.6
%Chan~ 20.6% 24.4% 23.3% 16.3% 15.0% 14.1% 16.4% 15.9%

£'"' Mo~n Sttllfley Research ts"IItOIf'.'

Broadband Cable TelevisiOll- April S. 2002
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Ext'ibit n
Adelphie Communication.
ConooUdeled C8bIe TeIevi.ion ClperMiOlll, a-ty (contlnuecll

(J MiJJiom. uupt ,w,.sItoTe dUUl)
2001 2002E

'9 29 39 ~ 19£ 29£ 39E -tOE
Tow Rev••• $727.8 $776.4 $7823 $809.0 5836.8 SlR6.1 $910.6 S937.tJ

%ChanF 20.6% 2.....% 23.3% 163% 15.0% .4.1% 16.4% 15.9%

AnIllos Propammirl@ Casas $184.8 $197.9 $196.1 $198.1 $209.2 1222.0 S224.~ $226.2

% orTOiaI Allll~ Revenue 27.3% 27.8% 27.7% 27.5% 28.7% 29.1% 29.1% 29.1%
Digital Prof. &. Direct Cam: 7.1 9.1 '0.$ _...U.a .. -u:. n.? 19.3 20.7

% ofTOIaI Digital RnftUr 19.4% 19.6% 19:7%"' 19:1%~.' 22:0%<: 23.0% 23.0%' 23.0%

HSCDS Dim:t Oprenttng COIlS 2J 3.6, ~..4 ~ -j,J - .R.L ICI.2 12.2 . IS.S
% ofTotil HSCDS RtveftUr n.M< 19.,"" . 19:111' - 19.N ".: "1t~~·· ~I.'" 21."" 21.7%

T01&1 Prognmmil'lland Direct Costs 194.6 210.6 211.0 215.6 232." 249.9 255.8 262.4
% ofTotil HSCDS Revenue 26.7% 27.1% 27.0% 26.7% 27.11% 28.2% 28.1% 2R.O%

Ana10e Servia: GJ'Q55 ProfiT 492.9 513.8 510.5 522.4 .520.6 540.~ ""'.. 550.2

% ofTotiIJ Anliol RC\'CDUC n,7" .72.2" 'lA3I!I;- . '72;N' . ''ll.3lO,7 ~-., 7ll,9K- 70.9%

Digital Service Gnu Profi1 29.4 37.2 42.8 47.8 53.7 59.1 64.5, 69.2
% ofTCKlI Disital Revenue 80.6% 80.4% 1103% 80.3% 78.0% 77.0% 77.0% 77.0%

HSCDS Gross Profil 10.9 14.8 18.0 23.1 30.0 36.7 44.2 55.8
%ofTotil HSCDS Revenue 110.2% 80.6% 110.2% 110.2% 78.1" 78.3% 78.3% 78.3%

TotaJ Groll Profit 55333 S565JI 501•.3 $593,4 S6iIi.J S6363 56.... 5675.2
% of TomI Revenue 73..1"- 72.9% 73.0% 733" 72.2% 71.1". 71..9" 72.8%

Dlher Operatint Coas 67.4 73.5 74.7 82.2 76.0 80.8 81.4 94.3
%ofTotel Revenues 9.3% 9.5% 9.6% 10.2% 9.1% 9.1% 8.9% 10.1%

Markelmg COltS 28.0 29.6 2'3 30.3 293 31.0 31.9 32.8
% ofToteI RevenUe5 3.8% 3.11% 3.2% 3.8% 3.5% 3.5% 3.5% 3.5%

Gen. & Admin. Costs 107.1 111.3 108.7 108.7 116.9 119.2 120.0 121.9
%ofTotaIR~ .J4.7% 143% 13.9--" 13A% J4.11% 13.4% 13.2% 13.0%

Oper.ti.. COlts 5397.0 5425.0 $419.7 $436.9 $454.5 $480.8 5489.0 551J.4
% ofRevenue5 54.5% 54.7% 53.6% 54.0';;' 54.3% 54.3% 53.7% ".5%

EBrTDA hlcL~ kn·. Start•.,L-. I Tttrph 1330.8 5351.4 5362.7 5372.1 5382.2 $0405.3 5421.7 $426.2
OpenliJa1 Mqin 45.5% 45.3% 46.4% 46.0-;;' 45.7% 45.7% 46.3% 45.5%

Add: Broadband LoISel enl. Te5epbOll)' SO.o SO.O $0.0 SO.O $0.0 $0.0 $0.0 $0.0

ERITDA tnl. New Sen. Star1-up J..ot;ses $330.1 5351A 5362.7 5372.1 S3R2.2 1405.3 5421.7 14%6.2
Openlm,: M.,.,ln 4!loS% 4!l..1% 46A% 46.0% 45.7% 45.7% 46.3% 45oS"-

%Chanpe 16.3% 18.4% 18.9% 19.4% IB% 15.3% 16.3% 14.5%

E = Morgan Stonley Research Estimote~

Broadband Cable Television - AprilS, 200]

Please ... the important disclos...... et the end of this report.



MorganStanley

Broadband Cable Television - April 5. 2002

Ple.se see the important disclosures at the end of this report.



~MorganStanley

EXhibIt 7.

Adelphia Communlcatlona
Consolidated Cable Televiaion Operation.. 2ooo.2CIOIE (continuedl

(! Mil/lolls, m:qn J"r-slulrr daM)

Pro FonnI For All Aan!iIiIions
20E2001 1999 2CJOO 2001 ' 2002E . 2003. • 2OCl5E .....

Total Key••• S3,D951i 12,651.5 52.152.6 53.165.3 S3,!!171.1 ........ 14.596•• S5JIH.I S53616
V. Chlnlt 21.0% •.7% 7.6% IJ.cw. 12.8% .".1% 12.'7% 10.9% 9.1%

Anaq Progninniaj Colts $776.9 S636.t1 $713.6 $784.8 SB81.6 5967.8 51,065.1 $1.149.1 $1.225.6
% ofTotal Anlq Revenu~ 27.6% 24.3"- 25.9% 27.2% 2• .11.. 30.1% 31.0% 31.6% 32.1"-

Digital Prog. &. Direcl COlts 38.4 3.• ••• 31.4 72.1 116.1 161.4 222.8 276.1
% ofTatal DigitalR~ 19.6%- 19.~ 19.3% 19.~ . 22.... 26.8% ]O.l!% ,..... 38.8%

HSCDS Direet OperMing COlIS 16.4 3.1 '.7 16.4 . .... 97.7 ' ....0 1'>9.• 250.11
% ofT_I HSCDS Rnnuc 19.7% 23.5% 17.6% 19.'7% 21.~ 23.1% 242" 24.3% 24.4%

Toial Pr....,..... aad Oiled e-s 831.8 642.9 729.9 839.7 1,000.4 -1,111.6 1.31J.4 1,570.9 1.752.5
%ofTotaIHSCDS~ 2'.'" 24.2% 25.6% 26-"'. . 28.0% 29.... 30.1" 30.... 31.5%

.., .- --~- .•-- - ._- - .------
Anlq SeMcr GI'OIi Profil 2,039.7 1,986.2 2,043.3 2.101.5 . 2.1S7... 2.252.1 2,372.4 1.487.3 2.596.0
% ofTolal Anllog Rr:venut 72.4% 75.7% 74.1% 72.... 71.0'% 69.... 69.0'% 68.4% 67.9%

Diaieal Service Grou Profi1 157.3 12.5 <OJ 1573 246.6 317.4 ,J7L5 417.7 435.7
%orToIal Dianal Revenur BO.4% 80.5% 80.7% BO.4" 77.2% 73.2% 69.2% 65.2% 612%

HSCDS G...Profit 66.8 10.0 3D 66.1 166.8 3252 463.7 620.0 777.8
%orTotal HSCDS Revenue 80.3% 76.5% 82.4% BO.3% 78.4% 16.9% 75.1% 75.7% 75.6%

Tot.. Gron Profh 52.263.1 52,H1.6 52.122.' S2,325S SUii.7 ..-.. 13.214.6 53,525.1 S3,.,J
%.n....¥eMt 73.1% 7U% '74,,4% 73,5% 7..... 71.... 69.... 69.2.. ......

Olher OpmriagC~ 297.8 225.9 276.7 306.9 332.4 367.2 400.9 439.9 470.2
%orTotal Revenues 9.6% 8.5% •.7% 9:7%- 9.3% ..... 8.7% 8.6.. 8.5"., "

Marketinl: COltS 113.2 55.7 95.6 115.8 125.0 139.8 1S4.S iMi:2 '175.9
% erToIal Revenues 3.7% 2.1% 3.4% 3.7% 3.5% 3.4% 3.4% 3.3% 3.n.

Gen. & Admin. COIl5 435.7 555.1 438.6 ....7 477.9 528.1 565.2 608.4 .....
% orToIal Revenues 14.1% 20.9% 1S.4% 14.1% 13.4% 13.0% 12.3% 11.9% 11.7%

o.wrMl.. Cem $1.678.5 $1,479.5 $1,S40.7 $1,709.1 $1,935.7 $1.216.7 $1.502.0 $2.785.4 53.047.5
% of Revenues >42% 55.8% >4.... >4.... >4.2% 54.4% 54.•% 54.7% 5•.8%

EBITDA .... N_ Sen'.sun..p J.-.)l Tdtpb $1,417.0 51,172.0 51,311.9 51,4562 $1.635.4 51,859.7 $1,094.0 52,310.5 52.514.5
OJl"1llillJ M.,..i. 45.8% 442.. 46.~ ...... U8% 45.6% 45.6% 45.3% 45.2%

Add: BreHMItCI Loon elld. Tekplto.~· SO•• SO•• SO.• 50.0 50.0 $0.0 SO.• SO.• SO.•

EBITDA ucl. N_ Mn'. Star1-.p Loon 51,,417.0 51.ln.o 51.311.9 51.456.2 51,635'" 51••7 S1M4.o 52)liJ 11)14]
Open"" Ma...i. ...... 442% ...... ...... 45.1% 45.6% ....% ....% 45.2%

% Change 18.3% 11.9% II .... 12.3% 13.7% 12.6% 10.3% 8....

E= Morgan Stonley ResMrch Estimate,~

Broadband Cable relevisiolf - AprilS, ]00]

Please a.. the Important dl__at the end of this report.



"'l
MorganStanley

Time Warner Cable (division ofAOL Time Warner, AOL, $22, Overweight-V, In
dustry View: In-Line, Target $36), Co-covereawith Mary Meeker (212-761-8042)

Time Warner Cable (TWC) should continue to gener
ate 14.5-15.0% revenue growth in 2002, on the high
end of the sector average. Approximately halfof the in
cremental revenue will be driven by the cable modern
product and 20% from digital video growth. We expect
EBITDA margins to remain within the 45-46% range,
which should result in 14.0-14.5% EBlTDA growth.

We continue to expect TWC to incur cable capital expen
ditures ofSl.6-1.7 billion in 2002. approximately 50% of
which is success-based, or related to the expansion of
TWC's cable modern md digital cable subscriber base.
We expect TWC to spend approximately $75 million in
initial capital outlays related to telephony in 2002. Based
on our $3.65 billion EBITDA forecast in 2002, TWC is
well positioned to cover its capital expenditure require
ments and contribute FCF to parent AOL Time Warner.

Digital Video Forecaot
We are reducing our 2002 digital video addition fo....
cast by approximately 100,000 subscriben from 1.4
million to 1.3 million. We expect 2002 net additions to be
down 10% from 20011evels. We project TWC to reach
4.25 million digital subscriptions by the end of 2002, rep
resenting 37-38% basic subscriber penetration. In 1002,
TWC should add 22,500-23,000 digital subscribers per
week, representing a 17-18% decline from 1001 weekly
additions. Reflecting the seasonality of subscriber growth,
we expect digital additions to be stronger in the second half
of 2002, accounting for 55-60"10 of annual additions.

We expect 2002 net adds to be down
10% from 2001 levels. TWC is second
in digital penetration with 38% ofbasic
subs at YE02.

We continue to expect TWC to offer VOD to 40-/. orits
footprint by the end of 2002, or approximately 1.7 mil
lion digital subscribers. To date TWe has deployed
VOD service in three markets, projected to reach 14 by the
end of2oo2. We estimate that TWC generates about $13
of incremental ARPU per digital subscriber, excluding pay
per view revenue. There is considerable upside in our
digital revenue forecasts if the rollout orVOD can boost

Broadba,.d Cable Television - April 5, 2002

Please see the important dlsctosuT88 III the and of this report.

PPVp1D'Cheses from our eDTTetIt estimate ofone pun:hese
per digi18l subscriber per month in 2002.

In addition, the commercial launch of subscription VOD
could provide additional upside through a combination of
increased premium penetration and premium ARPU. Tbe
impact ofboth VOD and S-VOD will likely begin to be
felt in IfI03.

Cable lIocIem Foraceat
We anticipate TWC to add J.I-1.2 million broadband ca
ble modem subscribers in 2002, bringing its broadband
subscriber base up to approximately 3.0 million, or ap
proximately 16-17% ofhornes passed. orthis total. we
expect 160,000-165,000 to be "wholesale" subscribers,
served by one ofthe multiple ISPs deployed across TWC's
footprint. We anticipate tbe vest majority of wholesale
subscribers will use AOL as tbeir broadband ISP.

The addition ofwholesale ISPs into TWC's data subscriber
base will place some pressure on data ARPU, which we
expect will be more then offset on the EBITDA line by
higher operating margins on wholesale subscribers. We
assume all marketing and customer service costs of AOL
broadband subscribers across TWC's footprint to be allo
cated to AOL. Despite tbe lower ARPU on new wholesale
subscribers, we expect total ARPU to increase 8-9% in
2002, fueled by a 14-15% increase in proprietary service
(Roadrunner) ARPU in 2002, based on previously en
nounced rate increases from $40 to $45.

TWC should ('ontinur to I!ener.te fully allocated
EBITDA margins of36-31% on its data product in
2002. This equates to approximately $ I 3.00 per average
broadband subscriber. In 2003, we expect the innux of
wholesale subscribers and overall fixed cost levera!!e to
boost EBITDA margins to 46-47%, or roughly $17.00 per
average broadband subscriber. TWC's broadband additions
should be split roughly 50-50 between wholesale and pr0

prietary subscribers over the longer term.
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Elltibit 78

AOL Time Werner
Time Werner Ceble Consolideted Ceble Television Operations, Querterly

(J Mil/ions except per dow) 2001 2002E

10 20 30 49 10E 20E JOE 49E
HOllin PHRd 18,049,750 18.026.100 18.126,250 18,26S.650 18,334.000 18,402.000 18,471.000 18,54OJlOO

'/.Cha. 2.4% 1.8% 1.8% 1.9% 1.6% 2.1% I.lJlIA. 1.5%

Basic SubKrlbers 11,196.500 11,087,125 II.OSS.792 11,213.790 11,236,218 11,241.824 11,247.431 11.269.859
%Chanpc 0,9% 0,4% 0.4% O,S% 0.4"" 1.4% 15% 0.5%
Homes Passed Penetration 62.0% 615% 61,2% 61.4% 61.3% 61.1% 60.9% 60.8%

Adnrttfll Aftalog s.bItriben 4.JSJ.550 4.112,950 4,072.350 3,911.000 3.9S0's50 3.909.950 3.169.350 3.775.000
%Chan~ "'.0% -2.9% -1.6% ..,9% ".9% ..,9% ,5,(1% -5.2%
Homes Marketed 9.866.462 9.941.778 10.017.095 10.092,411 10.167.728 10,243.044 10,318,361 10.142.873
Adv. Analog Subscriber to Homes Marketed 42.1% 41."% 40,7% 39.4% 38,9% 38.2% 37.5,,". 37.2%
Basic Subscriber Penetrariol'l 37.1% 37.1% 36.7% 355% 3S.2% 34.8% 34.4% 33.5%

Pl'flIIhnn Subscriptions 6.839,S40 6.772.727 6.771.912 6.8S6.408 6,870.120 6,873549 6.876.977 6,875.601
% Chang:e 0.4% .0.4% .0.7% 0.6% 0.4% 1.5% 1.6% 0.3%
Basic Subscriber Penetration 61.1% 61.1% 61.1% 61.1% 61.1% 61.1% 61.1% 61.0%

DiJ:hal Subscript'" 1.924,200 2,259,900 2,s74,900 2,991,800 3,295,s3O 3,S55,S3O 3.8I7,l13O 4,253,808
%Ch.n~ 248.8% 1825% 120.1% 91.7% 71.3% S7.3% 51.0% 41.9%
Homes Passed Penetration 10.7% 125% 14,2% 16.4% 18.0% 19.3% 21.0% 22.9''-
Basic Sublcriber Penetration 17.1% 20.4% 23.2% 26.7% 29.3% 31.6% 34.6% 37.7%
Premium Subscriber Penetration 28.1% 33.4% 38.0% 43.7% 48.0% 51.7% 56.'''-. 61.9%

238.080
HSCDS Subscribers 1.100.190 1,310.370 1,s44.730 1.782.810 2.081.810 2.315.810 2.614.810 2.952.810
%Chal1f:e 164.1% 145.9% 131.0% 102.6% 89.2% 76.1i'1. 69.3% 65.6%
Homes Passed PcnctnJtion 6.1% 7.3% 8.5% 9.8% 11.4% 12.6% 14..2% 15.90/..
Basic: Sublcriber Pcndralion 9.8'"'.. 11.8% 13.9% 15.9% 18,S'1~ 20.6% 23.2% 26~.

Monthly Reg:. Rev. per Basic Sub. 530.87 530.87 530.87 530.87 532.41 532.41 532.41 532.41
%Chanfle 5.0% 5.M'. 5.0% 5.0% S.O% 5.0% 5.0% 5.0''-

Monthly Rei. & Unreg. Rev. per Basic: Sub. 539.45 141.04 141.65 143.95 141.35 142.97 143.32 S4S.88
%Chan,e 3.7% 5.4% 8.9% 11.8% 4.8% 4.7% 4.0% 4.4%

Monthly Ad\'. AnaIOi Re\'. per Adv. Analofl Sub. $9.00 $9.00 $9.00 $9.00 $9.00 $9.00 $9.00 $9.00
O/OChanfle O,()'~ 0.0% O.()O,4 O.OOh 0.0''- 0.0% O.()Oh 0.0%

Monthly Diflital Vldco Rev. per Di,ilal Sub. $13.00 513.00 $13.00 $13.00 $13.00 $13.00 $13.00 513.00
%Chanpe 8.3% -7.1% -18.8% -18.8% 0.0% 0.0% 0.0% 0,0%

Monthly HSCDS Rev. per HSCDS Sub. 40.98 40.35 40,22 39.9S 4156 40.99 42.88 42.67
%ChanF -12.1% -10.9% -10.2% -13.4% 1.4% 1.6% 6.6% 6.8%

Re~ulaled Anal~ Revenu~ $1.035.1 $1.031.8 S 1.031.R 51.032.6 S1.09I.~ $1.092.• $1.093.2 $1.094.5
"/0 ChanBt' t..2,:-" 5.7"!" 5.7",,, 5.5':-., 5.4"1., 5.9':-., 5.~" 6.0"111

Premium and Non-reguia1Cd Revmucs $287.6 $340.J $360.2 1437.6 $301.0 $356.0 $367.8 1454.8
%ChanBe 0.3% 7.2% 22.7,",0 32.6% 4.7% 4.7% 2.1% 3.9%

Adv. AnaIO@ Revenue $112.6 SI11.6 SIIO.5 $IOS.7 $107.1 $106.1 $IOS.O 5103.2
%ChanB;t -4.5% -3.4% -2.3% -3.2% ".9% ".9% -5.0% -5.1%

DiBtial Video Revenues $68.0 581.6 S94.3 $108.7 $122.7 $133.• S145.1 $IS8.7
% Change 293.0-;" 187.4% 99.",",0 65.6% 80.4% 63.7% 53.9% 46.1%

HSCDS Revenues $121.7 S145.9 $172.2 $199." $240.9 $270.4 $317.2 $356.4
% Chanfle 140.9% 126.5% 113.",",0 86.1% 97.9% 85.3% 84.1% 78.7%

Tot.1 Revenae 51,625.1 51,m.. 51.769.8 51,117.8 51,863,2 51."9,0 51,121.3 51,167.7
%ChanBc 12.3% 13.9% 17.m 18.4% 14.7% 14.5% 14.7% 14.9%

E= Morgon Swnley Rf!S«Irch Es,imo'f!S

Broadband Cable Television - April 5, 2002

Pie... see the importent dlsc:losur. lIIthe end of tills report.
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Exhbit 79
AOL Time We....r
Time Werner Ceble Coneolideted Ceble Television Operetlon. (continued)

($ Millions exceptJHr daM) 2001 2oo2E
10 20 30 4Q IOE 20E 30E 4QE

Tota' Revenlllt' 5•.615.1 $1.711.0 51.7".1 51,187.a 51,103.2 51,tSU 52,121.3 $2.167.7
o/.CbanF 12.3% 13.9% l7.h'. 18.4% 14.7% 14.5% 14.7% 14.9%

Ana................. COlIs 5390.3 5392.7 5397.0 S403.3 5426.0 5430.4 5435.3 5441.6
% ofTOIaI AnaJoa: Revenue 29.5% 28.6% 28.5% 27.4% 30.6% 29.7% 29.8% 28.5%

Ad\'. AMiot Programmm, Costs $43.1 542.8 542.4 $41.7" 541.0 $40.7 S40.3 539.6
%ofTotil Adv. Analof: Revenue 38.3% 38.3% 38.3% 38.3% 38.3% 38.3% 38.3% 38.3%

Digital Proj. & Direct Costs 520.4 524.5 537.7 $43.5 549.1 553.4 558.1 5635
%ofTOlilI Digital Revenue 30.0% 30.0% 40.11% 40.0% 40.11% 40.0% 40.0% 40.0%

HSCOS 0_ Opefttinl COlIs 530.6 537.3 544.2 SSI.5 557.8 565.5 576.7 586.2
% ofTwl HSCDS Revenue 25.2% 25.6% 25.6% 25.8% 24.0% 24.2% 24.2% 24.2¥..

Total P....n ......... Direct Costs $484.5 5497.3 5521.3 5539.9 5574.. 5590•• 5610.3 5630.8
%OO10Ui1 Revenue 29.8% 29~.",' 29.5" 28.6% 30..,. 3O.1l!. 30.1% 29.1%

Analol Service Om. Profit 932.4 979.2 994.9 1.(166.9 966.5 1.018.5 1.025.7 1.107.8
%ofTocal Analog Revenue 70.5% 71.4% 71.!% 72.6% 69.4% 70.3% 70.2% 71.5%

Adv. Anliot Grw& Profit 69.4 68.8 68.1 67.0 66.0 65.4 64.8 63.6
%ofTOIII Ad\'. AnaIOl Rcvenut 61.7% 61.7% 61.7% 61.7% - 61~ 61.7% 61.7% 61.7%

Digital ServiceGrOBs Profit 47.6 57.1 56.6 65.2 73.6 80.2 87.1 95.2
% onw! Dillital Revenue 70.0-1. 70.0% 60.0% 60.0% 60.0% 60.0% 60.0',," 60.0%

HSCDS Gross Profit 91.1 108.6 128.1 147.9 183.1 204.9 240.4 270.2
%ofTacal HSCDS RewftUC' 74.8% 74.4% 74.4% 74.2% 76.0% 75.8% 75.8% 75.8%

Total Gross Profit 51,141.5 51,213.7 51,247.7 51,34U 51,28.2 51,36'" .lJ,411J1 51.5S6.8
% 0010111 Revenue 70.2% 70.9% 70.5% 71.4% 69.2% 69.lJI'.4 69.9'10 70.9%

Other Operating Costs 586.6 586.' 587.7 588.3 592.2 599.5 5109.8 5111.2
% ofTotal Revenues 5.3% 5.0% 5.0% 4.7% 4.9% 5.1% 5.4% 5.1%

Marketing Costs 597.5 5111.2 5119.4 5122.7 5124.8 $131.3 5135.9 5145.2
% ofTotal Rew:nues 6.()Ojo 6.5% 6.8% 6.5% 6.7% 6.7% 6.7% 6."",

Gen. & Admin. Costs S188.4 5239.1 $249.6 5273.1 5213.3 5241.9 5255.3 5294.4
'% ofTotal Revenues 11.6% 14.0% 14.1% 14.5% 11.4'/0 12.3% 12.6% 13.6%

Oper8t1nc Costs SllS7.0 5934.0 5"1.1 51"24" 5......3 5.,162.6 51.111.2 51,••1.6
% ofRevenues 52.7% 54.6% 55.3% 54.3% 53.9% 54.2% 54.8% 54.5%

Oprr.ting C.sb Flow 5768.0 5777.. 5791.8 5863.. 5858.9 5896.4 $917.1 5HU
Operating Margin 41.3% 45.4% 44.7% 45.~~ 46.1'Al 45.8% 45.2% 45.5%
%Chan~ 15.3% 13.4% 10.9% 12.5% 11.lWn 15.4% 15.9% 14.3%

E= Morgan S'Qnley Resetlrch EslimtJ'~

Broadband Cable Television - April 5. ]0()]

Ple••e ... the important dl.cIoau.... III the end of this report.
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AOL T_ Warner
Time Wamer Cable Consolidated Cable Television Operations, 2000-2006E

($ Millions except per dolo)

2000 2001 2oo2E 2oo3E 2004E 2oo5E 2006E
HomnPuHd J7.918.850 18)65.650 18,s40.ooo 18,818.100 19.100,372 19,386.877 19.677.680
%c..... 2.2% 1.9% 1.5% 1.5% 1.5% 1.5% 1.5%

Batic Slibsuiben 11.158.000 11)13.790 11)69.859 11,324.800 11,378.628 11.431.360 11.483.012
% Change 1.4% 0.5% _ ·0.5% .'- 0.5% 0.5% 0.5% 0.5%
Homes Passed Penetration 62.3% 61.4% 60.8% 60.2% 59.6% 59.0% 58.4%

AdvaKed Analog SubKrlben 4.184.000 3.981.000 .3.775.000 3,567.000 3,357.000 3,144,000 2.928.000
% Change ·5.0% -4.9% -5.2% -5.5% -5.9% -6.3% -6.9%
Homes Marketed 9,791.145 10,092.411 10.142,873 10,192,320 10)40.765 10)88)24 10,334,710
Adv. Anaklt Subscriber to Homes Marketed 42.7% 39.4% 37.2% 35.0% 32.8% 30.6% 28.3%
RIme Subscriber Penetration 37.5% 35.5% 33.5%__._ 31.5% 29.5% 27.5% 25.5%

PFemi.... S.bKriptiom 6,816.022 6.856.408 6,875,601 6,879,868 6,828,597 6.754,410 6.666.109
% Change 1.0% 0.6% 0.3% 0.1% -lI.7% -1.1% -1.3%
Basic Subscriber Penetration 61.1% 61.1% 61.0% 60.8% 60.0% 59.1% 58.1%

DJehal SubH:riptio., 1,564)00 2,976)59 4)53.808 5.440,617 6)63,321 6.929.820 7.494.670
%Chan,e 281.5% 90.3% 42.9% 27.9% 15.1% 10.6% 8.2%
Homes PUICld PeDen.lion 8.7% 16.3% 22.9% 28.9% 32.8% 35.7% 38.1%
Basic Subscriber Penclfllion 14.0% 26.5% 37.7% 48.0% 55.0% 60.6% 65.3%
Premium Sw.cnber Penetration 22.9% 43.4% 61.9% 79.1% 91.7% 102.6% J11.410/;

HSCDS Subscrlben 879.780 1.782,810 2,952,810 4.193.950 5,389,882 6.662.651 7,963,411
% Change 186.7% 102.6% 65.6% 42.0% 28.5% 23.6% 19.5%
Homes Passed Penetration 4.9% 9.8% 15.9% 22.3% 28.2% 34.4% 40.5%
Basic Subscriber Penetration 7.9% 15.9% 26.2% 37.0% 47.4%- 58.3% 69.3%

Monthly Rcg. Rev. per Basic Sub. 529.40 530.87 532.41 534.03 535.74 537.52 539.40
%Chan,e 4.1% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0""

Monthly ReI. & Unrq. Rev. per Basic Sub. 538.64 541.52 543.38 546.13 549.01 551.99 555.28
% Chan([C' 0.6% 7.5% 4.5% 6.3% 6.3% 6.1% 6.3%

Monthly Adv. Analog Rev. per Adv. AnalD@.Sub. 58.90 59.00 59.00 59.41 59.75 510.11 510.49
%ChanlC' -lI.2% 1.1% 0.0% 4.5% 3.7% 3.7% 3.7%

Monthly Digital Video Rev. per Di,ital Sub. 513.39 513.00 513.00 513.56 514.24 514.95 515.70
%Chan~ 65.9% ·2.9% 0.0% 4.3% 5.0% 5.0% 5.0%

Monthly HSCDS Rev. per HSCDS Sub. 42.53 40.31 42.10 39.1 5 36.93 35.31 33.52
%Chanie -14.6% ·5.2% 4.5% -7.0010 -5.7% -4.4% -5.1%

Re~ulated Analo~ kevenue!> 53,906.4 S4,13 1.4 54,372.1 S4,613.lJ S4,86H.O 55,135.' 55,416.&
%Chanf!!e 10.0% $.8% 5.8% 5.5% 5.5% 5.5% 5.5%

Premium and Non-ref!!ulated Revenues 51,227.3 51,425.4 51.479.7 51,639.4 51,808.7 51,979.8 52.183.0
%Chanf!!e ·3.9% 16.1% 3.8% 10.8% 10.3% 9.5% 10.3%

Adv. Analo(!! Revenue 5458.9 5443.4 5421.4 5414.' 5405.1 5394.4 $382.0
%Chan~ 14.3% -3.4% ·5.0% -1.7% -2.2% ·2.6% -3.1%

Digtial Video Revenues $IS8.6 5352.• 5560.2 5788.7 5999.8 51,183.4 51.358.5
%Chanie 698.8% 122.3% 58.9% 40.8% 26.8% 18.4% 14.8%

HSCDS Revenues $302.8 5639.3 $1,184.8 $1.678.6 $1.123.8 $1.553.4 $2,941.6
%Chanie 146.7% 111.1% 85.3% 41.7% 26.5% 20.2% 15.2%

Total RfVen.e S6,0S4J S6.'9:l.O SI,OI8.2 5',135.1 510,285.ol 511,246.4 SIZ,2I1.8
% Chan" 12.7% 15.5% 14.7% 13.9"- 11.7% 10.2% 9.2%

E; Morgan SJanJ~ Resftlrch Es';mD'es

Broodband Cable Televisian - April j. 2002

Please see the importantdls_ at the end of this report.



~MorganStanley

Exhibit 81

AOL Time Werner
Time Werner Ceble Con....ldeted Television Opentions, 20011-2006E (continued)

fS Millions except per dDlD)
2000 2001 2oo2E 2oo3E 2004E 2oo5E 2006E

Total R~venue _.0 56,992.0 Sl,811U 59,135.1 SIG,205A SII,2<l6A ~12,281.1

%ChanBe 12.7% 1S.5% 14.7% 13.9% 11.7% 10.2% 9.2%

Analog Progranunin@ Costs SI,480.0 SI,.$83.4 SI,733.3 SI,914.1 $2,079.0 $2,249.9 $2,442.3
%ofTOIIII Analor: Revenue 24.4% 22.6% 21.6% 21.0% 20.4% 20.0% 19.9%

Adv. AnaIOj: Prof:rammiftl Costs S175.9 S170.0 S161.5 S159.5 S156.4 S152.7 S148.3
% ofTotal Adv. Analog Revenue 38.3% 38.3% 38.3% 38.5% 38.6% 38.7% 38.8%

[)jJi1a1 Pro@.. & Dll'l:Ct Costs 547.6 S126.1 $224.1 S315.5 5399.9 $473.4 S543.4
% orTatal Digital Revenue 30.0% 35.8% 40.0% 40.0% 40.0% 40.0% 40.0%

HSCDS Dtrect Operatina Costs S75.6 S163.6 5286.3 5394.2 S5OO.7 $602.7 8694.9
% ofTotal HSCDS Revenue 25.0% 25.6% 24.2% 23.5% 23.6% 23.6% 23.6%

Tot.1 Progr.mmiDg.nd Direct COl" 51,719.1 52,843.0 52,405.2 12,'713.3 53,136.1 53"7L6 53,121.9
% ofTotal Revenue 29.4% 29.2% 30.0% 30.5% 30.7% 30.9% 31.2%

Ana10a Service Gross Profit 3,653.7 3,973.4 4,118.5 4,339.2 4,.$97.6 4,865.3 5,157.5
% ofT0181 Analog Revenue 71.2% 71.5% 70.4% 69.4% 68.9% 68.4% 67.9'..

Adv. Ana~ GI'O&S Profit 283.0 273.4 259.9 254.9 248.7 241.7 233.7
% ofTotal Adv. Analog Revenue 61.7% 61.7% 61.7% 61.5% 61.4% 61.3% 61.2%

Dipl SeMce Gross Profil 111.0 226.5 336.1 473.2 599.9 710.0 815.1
%ofTotal Digital Revenue 70.0% 64.2% 60.0%.. .~.O% 60.0% 60.0% 60.0%

HSCDS Gross Profit 227.2 475.7 898.6 1.284.4 1,623.1 1,950.7 2.246.6
% ofTotal HSCDS Revenue 75.0% 74.4% 75.8% 76.5% 76.4% 76.4% 76.4%

Tot.1 GrOll Profit 54,274.9 54,949.0 55,613,1 $6,351.7 S7,lJ69.4 57,767.1 SS,452.9
% ofTotal Revenue 70.6% 70.8% 70.0% 69.5% 69.3% 69.1% 68.8%

Other Opennini Costs S338.7 S349.0 5412.6 5453.9 5492.5 5537.0 S583.6
%ofTotal Revenues 5.6% 5.0% 5.1% 5.0% 4.8% 4.8% 4.8%

Marketing Costs S329.8 5450.8 S537.2 5615.9 S634.0 5699.8 S761.2
% ofTotal Revenues 5.4% 6.4% 6.7% 6.7% 6.2% 6.2% 6.2%

Gen. & Admin. Costs S775.4 S950.3 SI,004.9 SI.1I9.0 SI.227.8 SI,339.4 51,457.0
% ofTotal Revenues 12.8% 13.6% 12.5% 12.2% 12.0% 11.9% 11.9%

Opentinl COlts 53,223.0 53,193.0 54,359.1 54,972.2 55,490.3 _.I S6,63O.I
% ofRevenucs S3.2% 54.2% 54.4% S4.4% 53.8% 53.8% 54.0%

Operatlne Cash Bow S2.831.0 S3,J99.o S3,651.4 54.162.9 54,715.1 S5,191,6 55,651.1
Opmltin~ Mar~in 46.R% 45.8% 45.6% 45.6% 46.2% 46.2% 46J)Of"
% Chanpt· 14.H'j." 13.0% 14.4~1I 13.8'}1I 13.3% 10.1 "to S.H'}"

E"" Morgon 5,QII/e."l' Re$eorcJr Es,ilflll'es

Broodb••d Cable Televisi." - AprilS, 2002

Ple.se see the importent disci........ et the end of this report,


